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INDEPENDENT AUDITORS REPORT

To the Board of Directors and Stockholder of

Western International Securities Inc

We have audited the accompanying statement of financial condition of Western International Securities Inc the

Company as of December 31 2011 This statement of financial condition is the responsibility of the

Companys management Our responsibility is to express an opinion on this statement of financial condition

based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of

America Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the statement of financial condition is free of material misstatement An audit includes consideration of

internal control over financial reporting as basis for designing audit procedures that are appropriate in the

circumstances but not for the purpose of expressing an opinion on the effectiveness of the Companys internal

control over financial reporting Accordingly we express no such opinion An audit also includes examining on

test basis evidence supporting the amounts and disclosures in the statement of financial condition assessing

the accounting principles used and significant estimates made by management as well as evaluating the overall

statement of financial condition presentation We believe that our audit of the statement of financial condition

provides reasonable basis for our opinion

In our opinion the statement of financial condition referred to above presents fairly in all material respects the

financial position of Western International Securities Inc as of December 31 2011 in conformity with accounting

principles generally accepted in the United States of America

J44
Beverly Hills California

February 22 2012

AGN



WESTERN INTERNATIONAL SECURITIES INC

STATEMENT OF FINANCIAL CONDITION

December 31 2011

ASSETS

Cash and cash equivalents 1439247

Commissions receivable 636974

Due from registered representatives 318457

Deposits at clearing brokers 355784

Due from clearing brokers 121314

Securities owned at fair value 1865705

Property and equipment net 226767

Deposits and other assets 199010

Deferred tax assets 200837

5364095

LIABILITIES AND STOCKHOLDERS EQUITY

Liabilities

Due to clearing broker 562096

Commissions payable 1076021

Accounts payable and accrued expenses 1238551

Securities sold short not yet purchased at fair value 258334

Income taxes payable 307315

Total liabilities 3442317

Stockholders equity

Common stock $0.01 par value 250000 shares

authorized 3000 shares issued and outstanding
30

Additional paid-in capital
927567

Retained earnings
994181

Total stockholders equity 1921778

5364095

See accompanying notes to financial statement



WESTERN INTERNATIONAL SECURITIES INC

NOTES TO FINANCIAL STATEMENT

Nature of operations and summary of significant accounting policies

Nature of Operations

Western International Securities Inc the Company was incorporated in the state of Colorado in 1995 as wholly-

owned subsidiary of Concept Brokerage Holding Corporation the Parent The Company is registered broker-

dealer and investment advisor under the Securities Exchange Act of 1934 The Company is member of the

Financial Industry Regulatory Authority FINRA and the Commodity Futures Trading Commission CFTC and

complies with the requirements of the Commodity Exchange Act CEAct The Company executes and clears its

securities transactions on fully disclosed basis with clearing brokers

Cash Equivalents

For purposes of the statement of cash flows the Company considers its investments in short-term money market

funds to be cash equivalents

Valuation of Investments in Securities and Securities Sold Short at Fair Value Definition and Hierarchy

In accordance with GAAP fair value is defined as the price that would be received to sell an asset or paid to

transfer liability i.e the exit price in an orderly transaction between market participants at the measurement

date

In determining fair value the Company uses various valuation approaches In accordance with GAAP fair value

hierarchy for inputs is used in measuring fair value that maximizes the use of observable inputs and minimizes the

use of unobservable inputs by requiring that the most observable inputs be used when available Observable

inputs are those that market participants would use in pricing the asset or liability based on market data obtained

from sources independent of the Company Unobservable inputs reflect the Companys assumptions about the

inputs market participants would use in pricing the asset or liability developed based on the best information

available in the circumstances The fair value hierarchy is categorized into three levels based on the inputs as

follows

Level Valuations based on unadjusted quoted prices in active markets for identical assets or liabilities that

the Company has the ability to access Valuation adjustments and block discounts are not applied to Level

securities Since valuations are based on quoted prices that are readily and regularly available in an active

market valuation of these securities does not entail significant degree of judgment

Level Valuations based on quoted prices in markets that are not active or for which all significant inputs are

observable either directly or indirectly

Level Valuations based on inputs that are unobservable and significant to the overall fair value

measurement



WESTERN INTERNATIONAL SECURITIES INC

NOTES TO FINANCIAL STATEMENT

Nature of operations and summary of significant accounting policies continued

Valuation of Investments in Securities and Securities Sold Short at Fair Value Definition and Hierarchy continued

The availability of valuation techniques and observable inputs can vary from security to security and is affected by

wide variety of factors including the type of security whether the security is new and not yet established in the

marketplace and other characteristics particular to the transaction To the extent that valuation is based on

models or inputs that are less observable or unobservable in the market the determination of fair value requires

more judgment Those estimated values do not necessarily represent the amounts that may be ultimately realized

due to the occurrence of future circumstances that cannot be reasonably determined Because of the inherent

uncertainty of valuation those estimated values may be materially higher or lower than the values that would have

been used had ready market for the securities existed Accordingly the degree of judgment exercised by the

Company in determining fair value is greatest for securities categorized in Level In certain cases the inputs

used to measure fair value may fall into different levels of the fair value hierarchy In such cases for disclosure

purposes the level in the fair value hierarchy within which the fair value measurement in its entirety falls is

determined based on the lowest level input that is significant to the fair value measurement

Fair value is market-based measure considered from the perspective of market participant rather than an

entity-specific measure Therefore even when market assumptions are not readily available the Companys own

assumptions are set to reflect those that market participants would use in pricing the asset or liability at the

measurement date The Company uses prices and inputs that are current as of the measurement date including

periods of market dislocation In periods of market dislocation the observability of prices and inputs may be

reduced for many securities This condition could cause security to be reclassified to lower level within the fair

value hierarchy

Valuation Techniques

The Company values investments in securities and securities sold short that are freely tradable and are listed on

national securities exchange or reported on the NASDAQ national market at their last sales price as of the last

business day of the year

Many cash and over-the-counter OTC contracts have bid and ask prices that can be observed in the

marketplace Bid prices reflect the highest price that the marketplace participants are willing to pay for an asset

Ask prices represent the lowest price that the marketplace participants are willing to accept for an asset For

securities whose inputs are based on bid-ask prices the Companys valuation policies do not require that fair value

always be predetermined point in the bid-ask range The Companys policy for securities traded in the OTC

markets and listed securities for which no sale was reported on that date are valued at their last reported bid

price if held long and last reported ask price if sold short

Municipal Bonds

The fair value of municipal bonds is estimated using recently executed transactions market price quotations and

pricing models that factor in where applicable observable inputs such as interest rates yields and spreads If

observable inputs for specific bond are not available pricing models used consider inputs from similar bonds that

have comparable interest rates maturity yields credit risk etc These bonds are generally categorized in Level

or of the fair value hierarchy



WESTERN INTERNATIONAL SECURITIES INC

NOTES TO FINANCIAL STATEMENT

Nature of operations and summary of significant accounting policies continued

Revenue Recognition

Commission and principal transaction income includes commission revenue from introducing trades and markup

revenue from riskless principal trades Money management fees represent wrap fee account revenue charged

quarterly in advance Other income includes various fees and shared revenues associated with customer

accounts interest income realized and unrealized gains and losses on Company proprietary trading accounts and

other items Income from commissions on securities transactions is recorded on an accrual basis

Commissions Receivable and Payable

Commissions receivable represents commissions earned by the Company from brokerage transactions not yet

received from clearing brokers No allowance was deemed necessary as of December 31 2011 since the Company

has determined all commissions receivable to be collectible

Commissions payable represents commissions earned by the Companys advisors but not yet paid by the Company

Investment Transactions and Related Investment Income

Investment transactions are accounted for on trade date basis Dividends are recorded on the ex-dividend date

and interest is recognized on the accrual basis Realized gains and losses from securities transactions are

reported on first-in first-out basis

Property and Equipment

Property and equipment consisting of computer equipment furniture and leasehold improvements is stated at

cost less accumulated depreciation and amortization Betterments to property and equipment are capitalized

Repairs and maintenance costs are charged to expense as incurred The Company provides for depreciation and

amortization as follows

Asset Useful Life Method

Furniture years Straight-line

Computer equipment years Straight-line

Leasehold improvements years Straight-line

Computer software years Straight-line

In accordance with GAAP long-lived assets held and used by the Company are reviewed for impairment whenever

events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable In the

event that facts and circumstances indicate that the cost of any long-lived assets such as property and equipment

may be impaired an evaluation of recoverability is performed As of December 31 2011 management has

determined that the Companys assets are not impaired



WESTERN INTERNATIONAL SECURITIES INC

NOTES TO FINANCIAL STATEMENT

Nature of operations and summary of significant accounting policies continued

Income Taxes

The Company files consolidated income tax return with its Parent The accompanying financial statements

provide for income taxes as if the Company filed separate return Income taxes are accounted for in accordance

with GAAP which requires the recognition of deferred tax assets and liabilities for the expected future tax

consequences of temporary differences between the carrying amounts and the tax bases of assets and liabilities

The Company follows an asset and
liability approach to financial accounting and reporting for income taxes

Deferred income tax assets and liabilities are computed for differences between the financial statement and tax

bases of assets and liabilities that will result in taxable or deductible amounts in the future based on the enacted tax

laws and rates applicable to the periods in which the differences are expected to affect taxable income Valuation

allowances are established when necessary to reduce the deferred income tax assets to the amount expected to be

realized

The determination of the Companys provision for income taxes requires significant judgment the use of estimates

and the interpretation and application of complex tax laws Significant judgment is required in assessing the timing

and amounts of deductible and taxable items and the probability of sustaining uncertain tax positions The benefits

of uncertain tax positions are recorded in the Companys financial statement only after determining more-likely-

than-not probability that the uncertain tax positions will withstand challenge if any from tax authorities When

facts and circumstances change the Company reassesses these probabilities and records any changes in the

consolidated financial statement as appropriate Accrued interest and penalties related to income tax matters are

classified as component of income tax expense

In accordance with GAAP the Company is required to determine whether tax position of the Company is more

likely than not to be sustained upon examination by the applicable taxing authority including resolution of any

related appeals or litigation processes based on the technical merits of the position The tax benefit to be

recognized is measured as the largest amount of benefit that is greater than
fifty percent likely of being realized

upon ultimate settlement De-recognition of tax benefit previously recognized could result in the Company

recording tax liability that would reduce stockholders equity This policy also provides guidance on thresholds

measurement de-recognition classification interest and penalties accounting in interim periods disclosure and

transition that is intended to provide better financial statement comparability among different entities

Managements conclusions regarding this policy may be subject to review and adjustment at later date based on

factors including but not limited to on-going analyses of and changes to tax laws regulations and interpretations

thereof

The Company files its income tax returns in the U.S federal and various state and local jurisdictions Generally

the Company is no longer subject to income tax examinations by major taxing authorities for years before 2008

Any potential examinations may include questioning the timing and amount of deductions the nexus of income

among various tax jurisdictions and compliance with U.S federal state and local tax laws The Companys

management does not expect that the total amount of unrecognized tax benefits will materially change over the

next twelve months

Use of Estimates

The preparation of financial statement in conformity with accounting principles generally accepted in the United

States of America requires management to make estimates and assumptions that affect the amounts disclosed in

the financial statement Actual results could differ from those estimates



WESTERN INTERNATIONAL SECURITIES INC

NOTES TO FINANCIAL STATEMENT

Nature of operations and summary of significant accounting policies continued

Subsequent Events

This financial statement was approved by management and available for issuance on February 22 2012

Subsequent events have been evaluated through this date

Concentrations of credit risk

In the normal course of business the Companys customer activities involve the execution settlement and financing

of various customer securities transactions These activities may expose the Company to off-balance-sheet risk in

the event the customer or other broker is unable to fulfill its contracted obligations and the Company has to purchase

or sell the financial instrument underlying the contract at loss

Pursuant to clearing agreements the Company introduces its securities transactions to J.P Morgan Clearing

Corporation and Pershing LLC its clearing brokers on fully disclosed basis All of the customers money balances

and long and short security positions are carried on the books of the clearing brokers In accordance with the

clearing agreements the Company has agreed to indemnify the clearing brokers for losses if any that the clearing

brokers may sustain from carrying securities transactions introduced by the Company and to maintain certain

minimum balances In accordance with industry practice and regulatory requirements the Company and the clearing

brokers monitor collateral on the customers accounts

The Company maintains its cash balances in various financial institutions These balances are insured by the

Federal Deposit Insurance Corporation up to $250000 per depositor per institution



WESTERN INTERNATIONAL SECURITIES INC

NOTES TO FINANCIAL STATEMENT

Fair value measurements

The Companys assets and liabilities recorded at fair value have been categorized based upon fair value

hierarchy in accordance with GAAP See Note for discussion of the Companys policies

The following table presents information about the Companys assets and liabilities measured at fair value as of

December 31 2011

Assets

State and municipal obligations

California

Colorado

Illinois

Washington

New Jersey

Other

Equity securities

Corporate obligations

Securities owned at fair value

Liabilities

Corporate obligations

State and municipal obligations

Securities sold short not yet

purchased at fair value

Significant

Other

Markets for Observable

Inputs

________________ Level_2

4908

5377

21118

11947

236113

175890

153989

108358

105426

870479

100002

115448

1865705

145392

112942

Securities sold short

commission and principal transaction income in the statement of

losses for the year ended December 31 2011 for investments still

The Company is subject to certain inherent risks arising from its investing activities of selling securities short The

ultimate cost to the Company to acquire these securities may exceed the liability reflected in this financial

statement The Company is not exposed to this risk to the extent it holds offsetting long positions which have fair

value of approximately $73000 at December 31 2011

Quoted Prices

in Active Significant Balance

Unobservable as of

Inputs

Level

December 31

2011

Identical Assets

Level

231205

170513

132871

108358

105426

699170

100002

115448

1662993

145392

100995

246387

171309

202712

11947 258334

Realized gains and losses are included in

operations The change in unrealized gains

held at December 31 2011 is reflected in other income in the statement of operations



WESTERN INTERNATIONAL SECURITIES INC

NOTES TO FINANCIAL STATEMENT

Property and equipment

Property and equipment consist of the following as of December 31 2011

Computer equipment 341114

Furniture 316260

Computer software 65202

Leasehold improvements 29272

751848

Less accumulated depreciation 525081

Property and equipment net 226767

Total depreciation expense for the year ended December 31 2011 was $115770

Commitments and contingencies

Commitments

The Company leases office space at its headquarters in Pasadena California and other locations under non-

cancellable operating leases expiring from 2011 to 2018 As of December 31 2011 the Companys future

minimum rental commitment is as follows

Year Ending December 31

2012 516039

2013 479256

2014 348415
2015 67377

2016 69398

Thereafter 95541

1576026

Total rental expense for the year ended December 31 2011 was $942932

Contingencies

The Company is subject to various legal proceedings and claims that arise in the ordinary course of business In

the opinion of management after consultation with legal counsel the amount of any ultimate liability with respect to

these actions will not materially affect the Companys financial statement or results of operations



WESTERN INTERNATIONAL SECURITIES INC

NOTES TO FINANCIAL STATEMENT

Due tofrom clearing brokers

Due from clearing brokers represents cash balances at the Companys clearing brokers Certain balances at the

Companys clearing brokers are restricted to comply with the Proprietary Account of Introducing Broker

Agreements with the clearing brokers Amounts due from brokers may be restricted to the extent that they serve

as deposits for securities sold short

Amounts due to broker represents obligations for unsettled trades and margin borrowings that are collateralized by

the Companys securities the fair values of which exceed the amounts borrowed Refer to Note regarding risks

associated with borrowings

Income taxes

The components of income taxes for the year ended December 31 2011 are as follows

Current

Federal 815962

State 227177

1043139

Deferred

Federal 74451
State 21114

95565

Proision for income taxes 947574

The following tabulation reconciles the federal and state statutory tax rate to the Companys effective rate

Amount

Federal statutory rate approximate 765162 34.0

State statutory rate approximate 131302 5.8

Meals and entertainment 32091 1.4

Municipal interest 31831 1.4
Prois ion to return adjustment 50850 2.3

Provision for income taxes 947574 42.1

The net deferred tax asset of $200837 is the result of timing differences between book and taxable income related

mostly to depreciation unrealized gains and losses and state income taxes In assessing the realizable portion of

the deferred tax asset the Company considered whether it is more likely than not that some portion or all of the

deferred tax asset will be realized The Company anticipates future taxable income thus no valuation allowance

against the net deferred tax asset has been recorded

10



WESTERN INTERNATIONAL SECURITIES INC

NOTES TO FINANCIAL STATEMENT

Net capital requirement

The Company as member of FINRA is subject to the Securities and Exchange Commission Uniform Net Capital

Rule 15c3-1 This rule requires the maintenance of minimum net capital and that the ratio of aggregate

indebtedness to net capital both as defined not to exceed 15 to and that equity capital may not be withdrawn or

cash dividends paid if the resulting net capital ratio would exceed 10 to The Company is also subject to the

CFTCs minimum financial requirements which require that the Company maintain net capital as defined equal to

the greater of its requirements under Regulation 1.17 under the Commodity Exchange Act or Rule 15c3-1 As of

December 31 2011 the Companys net capital was approximately $812000 which was approximately $642000

in excess of its minimum requirement of approximately $170000

10 Exemption from Rule 15c3-3

The Company is exempt from the Securities and Exchange Commission Rule 15c3-3 and therefore is not

required to maintain Special Reserve Bank Account for the Exclusive Benefit of Customers

11
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